
COMMONWEALTH OF KENTUCKY 

BEFC RE THE ENERGY REGULATORY COhWISSION 

* *  * * *  

I n  t h e  Hatter of 

ADJUSTMEN OF RATES OF 1 
AUXIER R O , D  GAS COMPANY, ) 
INC., OF J4tESTONSBURG, 1 
KENTUCKY 1 

CASE NO. 7521 

O R D E R  

On Septer'3er 13, 1979, A u x i e r  Road G a s  Company, I n c . ,  

(App l i can t )  a g p g  d i s t r i b u t i o n  u t i l i t y  s e r v i n g  a p p r o x i m a t e l y  490 

cus tomers  i n  F l c y d  Coun ty ,  Ken tucky ,  f i l e d  a Notice w i t h  t h e  

Ene rgy  R e g u l a t o i y  Commission r e q u e s t i n g  a n  increase i n  rates f o r  

gas service t o  le e f f e c t i v e  on and  a f t e r  October 3, 1979. The 

proposed rates -!auld produce a d d i t i o n a l  a n n u a l  r e v e n u e s  of $19,158, 

an  increase of i p p r o x i m a t e l y  7.5%. A p p l i c a n t  stated t h a t  t h e  r e q u e s t e d  

i n c r e a s e  was n e z e s s a r y  t o  c o v e r  t h e  i n c r e a s e d  costs e x p e r i e n c e d  i n  

labor and s u p p l i e s  i n  order for t h e  u t i l i t y  t o  c o n t i n u e  t o  offer 

a d e q u a t e  and  r e l i ab le  s e r v i c e  t o  its cus tomers .  

To d e t e r n i n e  t h e  r e a s o n a b l e n e s s  o f  t h e  p r o p o s e d  r a t e s ,  t h e  

Commission i n  r n  O r d e r  d a t e d  September 13, 1979, s u s p e n d e d  t h e  

r e q u e s t e d  rates for a period of f i v e  (5 )  months on  and a f t e r  t h e  

e f f e c t i v e  date F u r t h e r ,  i n  a n  Order d a t e d  November 15, 1979, t h e  

Commission set a p u b l i c  h e a r i n g  t o  be h e l d  D e c e m b e r  18, 1979. PJotice 

of such hearin:  w a s  m a d e  by the Applicant in manners prescribed by 

Kentucky RevlsJd S t a t u t e s  and  t h e  Commission's ru les .  

The h e a r i n g  was h e l d  a s  s c h e d u l e d  w i t h  t h e  A t t o r n e y  General ' s  

D i v i s i o n  of Cc-isumer I n t e r v e n t i o n ,  t h e  o n l y  p a r t y  i n t e r v e n i n g  i n  

the m a t t e r ,  bring present. A second h e a r i n g  in the mat ter  was held 

in the Cornmisf ion 's  o f f i c e s  on J a n u a r y  4 ,  1980. A t  t h e  c o n c l u s i o n  

of t h e  f i n a l  I d e a r i n g ,  a n d  f o l l o w i n g  r e s p o n s e s  t o  r e q u e s t s  f o r  i n f o r -  

mation, t h e  m : . t t e r  w a s  s u b m i t t e d  t o  t h e  Commiss ion  ?or f i n a l  deter- 

m i n a t  i o n .  



TEST PERIOD 

For purpose :  of t e s t i n g  t h e  r e a s o n a b l e n e s s  of t h e  p r o p o s e d  

rates and c h a r g e s ,  t h e  C o m m i s s i o n  h a s  a d o p t e d  t h e  t w e l v e  months 

e n d i n g  June 30, 19'9. A d j u s t m e n t s ,  where  p r o p e r  and reasonable, 

have  been  i n c l u d e d  t o  m o r e  c l e a r l y  r e f l e c t  c u r r e n t  o p e r a t i n g  

c o n d i t i o n s .  

VALUATION METHODS 

Net I n v e s t m e n t  

On E x h i b i t  2 of its A p p l i c a t i o n ,  t h e  Company proposed a N e t  

I n v e s t m e n t  R a t e  B a g e  of $99,554. The Commission agrees w i t h  App l i -  

c a n t ' s  p r o p o s e d  R a t e  B a s e  w i t h  t h e  e x c e p t i o n  of t h e  c a l c u l a t i o n  of 

the Cash Working C a p i t a l  A l l o w a n c e ,  wh ich ,  i n  a c c o r d a n c e  with p a s t  

policy, has been  c a l c u l a t e d  as o n e - e i g h t h  of a d j u s t e d  o p e r a t i o n  

and m a i n t e n a n c e  e l p e n s e s  less  t h e  cost  of p u r c h a s e d  gas.  Therefore, 

t h e  Commission ha:. d e t e r m i n e d  A p p l i c a n t ' s  N e t  I n v e s t m e n t  R a t e  Rase 

at J u n e  3 0 ,  1979, t o  be a s  f o l l o w s :  

U t i l i  y P l a n t  i n  S e r v i c e  $146,879 
Add : 

Pr ?payments 3 , 9 4 0 ~  1 
CaJh Working C a p i t a l  A l l o w a n c e  7,618 

S u b t o t a l  $158,437 

Ne; I n v e s t m e n t  
L e s s :  Accumulated Depreciation 

C a p i t a l  S t r u c t u r e  

The Commiegion h a s  a c c e p t e d  t h e  Applicant's p r o p o s e d  C a p i t a l  

S t r u c t u r e  a t  t h e  end  of t h e  test  p e r i o d  as f o l l o w s :  

Equit y: 
Ccmmon Stock 
P r i d  i n  C a p i t a l  
Rc t a i n e d  E a r n i n g s  

T o t a l  E q u i t y  
Lc ng-Term D e b t  

Cap i t  a 1 i za t i o n  

$ 20,000 
2,035 
50,677 

$ 72 .712  

Although Y:O other methodn of valumtion are included heroin, 

the Commiss ion  h r s  g i v e n  due  c o n s i d e r a t i o n  t o  a l l  e l e m e n t s  of 

( l ) $ 6 0 , 9 4 1  x 12.5% = $7,618. 

( 2 ) A p p l i c r a n t ' s  E x h i b i t  2 ,  page 1. 
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value i n  order t o  d e t e r m i n e  t h e  r e a s o n a b l e n e s s  of t h e  mat ter .  

REVENUES AND EXPENSES 

A p p l i c a n t  p r o p o s e d  s e v e r a l  a d j u s t m e n t s  t o  t h e i r  O p e r a t i n g  
(1) Statement t o  more c l e a r l y  ref lect  c u r r e n t  o p e r a t i n g  c o n d i t i o n s .  

The Commission f i r d s  t h e s e  a d j u s t m e n t s  p r o p e r  and h a s  a c c e p t e d  

them f o r  ra te-rnak 'ng p u r p o s e s  w i t h  t h e  following e x c e p t i o n s :  

(1) I n  thr-  a d j u s t m e n t s  t o  n o r m a l i z e  t e s t - p e r i o d  g a s  

sales and p u r c h a s e s  and  t h e  t e m p e r a t u r e  a d j u s t -  

ments to  revenues and e x p e n s e s ,  A p p l i c a n t  u sed  

t h e  C j lumbia  G a s  R a t e  a n d  t h e  rates for gas 

s e r v i z e  as se t  out  i n  Case No. 6529-P. T h i s  

pu rckased  gas a d j u s t m e n t  w a s  d i s m i s s e d  by O r d e r  

d a t e <  J u l y  2 4 ,  1979. T h e r e f o r e ,  i n  t h e  above- 

ment 'oned  a d j u s t m e n t s ,  t h e  Commission has u s e d  t h e  

Coluribia  G a s  R a t e  and t h e  r a t e s  f o r  gas s e r v i c e  

r e n d x e d  by t h e  A p p l i c a n t  as  set o u t  i n  C a s e  No. 

652944, t h e  rates e f f e c t i v e  a t  t h e  close of t h e  

test p e r i o d .  The Commission's a d j u s t m e n t s ,  as 

c a l c u l a t e d  i n  t h e  same manner p roposed  by t h e  

A p p l i c a n t ,  and t h e  A p p l i c a n t ' s  p roposed  a d j u s t -  

m e n t s  are set  out i n  c o m p a r a t i v e  form below: 

A p p l i c a n t ' s  Commi ss i o n  
P r o p o s a l  (2) Accepted D i f f e r e n c e  

Adjustment  t o  NI mmalize 

Adjus tment  t o  N J r m a l i z e  

G a s  Sales $ 9,605 $ ( 1 , 3 9 6 )  $( 11,001 1 

Gas P u r c h a s e s  $ 1 0 , 5 5 4  $ (508) $( 1 1 , 0 6 2  1 

Tempera tu re  Ad j J s tmen t  - 
Revenue $(13,618) $(13,038) $ 580 

Tempera tu re  Ad'ustment - 
Expense $( 1 0 , 9 6 6 )  $ (9 ,864 )  !$ 1 , 1 0 2  

( 2 )  Apj t l i can t  p r o p o s e d  t o  increase g a s o l i n e  e x p e n s e s  by 

$ 5 i O ,  to ref lect  t h e  i n c r e a s e d  cost  a t  t h e  end  of t h e  

t e c t  p e r i o d .  The Commission f i n d s  t h a t  t h i s  a d j u s t -  

m e i t  was i m p r o p e r l y  c a l c u l a t e d  as it was based on 

( l ) A p p l l c a n t ' s  E x h i b i t  3 ,  p a g e s  1 - 3. 
( 2 ) ~ p p ~  icant ' s Exhib i t ;  3. 
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t e s t - J e r i o d  e x p e n s e s  i n  G a s o l i n e ,  O i l  a n d  Repa i r s  

and s3ould p r o p e r l y  have been b a s e d  on g a s o l i n e  

expenses  o n l y .  G a s o l i n e  e x p e n d i t u r e s  f o r  t h e  

t e s t - p e r i o d  were $2,643!11 a n d  t h e  Commission there- 

fore  f i n d s  t h e  proper a d j u s t m e n t  t o  be $264. (2) 

(3) Appl . c a n t  proposed t o  increase its U t i l i t i e s '  e x p e n s e s  

by $379.(3) 

ment is imprope r , a s  it is a n  e s t i m a t e d  v a l u e  and  

The Commission f i n d s  t h a t  t h i s  a d j u s t -  

t h e r z f o r e  n o t  m e a s u r a b l e ,  a n d  a s  t h e  A p p l i c a n t  h a s  

n o t  p r e s e n t e d  s u f f i c i e n t  j u s t i f i c a t i o n  t o  s u b s t a n -  

t i a l  e t h e  proposal a 

( 4 )  App: lcant  h a s  p r o p o s e d  t o  make a n  a d j u s t m e n t  t o  
amo:.tize e s t i m a t e d  ra te  case e x p e n s e s  of $7,500 ( 4 )  

ove-• a t h r e e - y e a r  p e r i o d .  The Commission c o n s i d e r s  

t h i 3  expense t o  be excessive and h a s  a c c e p t e d  o n l y  

$6,300 for r a t e -mak ing  p u r p o s e s ,  making t h e  a n n u a l  

a d j u s t m e n t  $2,100. 

Moreove i ,  the Commission, i n  a c c o r d a n c e  with p a s t  p o l i c y ,  

had made a f u r ' h e r  a d j u s t m e n t  t o  disallow donations of $ 1 5 7 ,  ( 5 )  

i n c l u d e d  i n  tes t -per iod o p e r a t i n g  e x p e n s e s ,  

T h e r e f o - * e ,  test-year operations h a v e  been a d j u s t e d  t o  pro- 

d u c e  the f o l l o . o i n g  r e s u l t s .  

Pro fo rma  
Actual A d j u s t m e n t s  A d j u s t e d  

Operatj ng Revenue $259,463 $( 1 4 , 4 3 4 )  $245,029 

Operat! ng Expenses  247,112 784 247,896 

Operat-  ng Income $ 1 2 , 3 5 1  $(15,218) $ (2,867) 

( l ) A p p L i c a n t ' s  Croes-Examinat ion E x h i b i t  N o .  4 .  

(2 )$2 ,S43 x 10% = $264 

( 3 ) A p i l i c a n t ' s  E x h i b i t  3. 

(5'Re!:ponses t o  S t a f f  Reques t  No. 1, I t e m  2 ,  F i l e d  November 
9 ,  1979. 



R A T E  DESIGN 

A p p l i c a n t  h a s  proposed i n  its N o t i c e  t o  " f l a t t e n "  its ra te  

s t r u c t u r e .  The (:ommission is of t h e  o p i n i o n  and  f i n d s  t h a t  t h e  

p r o p o s e d  ra te  d e g i g n  w i l l  p r o v i d e  encouragement  for e n e r g y  c o n s e r -  

v a t i o n  and is i n  t h e  p u b l i c  in terest .  T h e r e f o r e ,  t h e  rates set 

f o r t h  i n  Appendjx "A" of t h i s  O r d e r  are d e s i g n e d  i n  a c c o r d a n c e  

w i t h  this procec'ure. 

RATE OF RETURN 

The Comm;ssion is of t h e  o p i n i o n  t h a t  t h e  a d j u s t e d  

def ic i t  is cleai. ly u n j u s t  and  u n r e a s o n a b l e .  

The Corn s s i o n  is of t h e  o p i n i o n  t h a t  a f a i r ,  j u s t ,  

p e r a  

and 

reasonable rate of r e t u r n  on t h e  N e t  Investment Rate Base is 11.555, 

i n  t h a t  I t  w i l l  allow Auxler Road Gas Company, I n c . ,  t o  pay  i t s  

o p e r a t i n g  e x p e n 3 e s ,  s e r v i c e  its d e b t ,  a n d  p rovide  a r e a s o n a b l e  

s u r p l u s .  T h e r e f o r e ,  t e s t - p e r i o d  o p e r a t i o n s  r e s u l t  i n  a n e t  o p e r a t i n g  

income d e f i c i e n c y  of $14,341.  (l) This d e f i c i e n c y  a d j u s t e d  for t a x e s  

and l i a b i l i t y  j n s u r a n c e ,  c a l c u l a t e d  on gross  r e c e i p t s ,  would c a u s e  

an  a d d i t i o n a l  r e v e n u e  r e q u i r e m e n t  of a p p r o x i m a t e l y  $16 ,965  and  is 

t h e  amount of r d d i t i o n a l  r e v e n u e  g r a n t e d  h e r e i n .  

SUMMARY 

The Corn! i i ss ion ,  a f t e r  r e v i e w i n g  all t h e  e v i d e n c e  of record 

and  b e i n g  advi-3ed,  is of t h e  o p i n i o n  and  FINDS: 

(1.) T h r t  t h e  s c h e d u l e  of ra tes  and c h a r R e s  se t  o u t  i n  

Ap>endix  "A" are t h e  f a i r ,  j u s t ,  and  r e a s o n a b l e  

rates to c h a r g e  for gas s e r v i c e  r e n d e r e d  by  

A i x i e r  Road G a s  Company, I n c . ,  i n  t h a t  based 

or t e s t - y e a r  c o n d i t i o n s  t h e y  w i l l  p r o d u c e  

rc v e n u e s  of $351,357. 

( 2 )  T I a t  t h e  allowed rate of r e t u r n  on N e t  I n v e s t m e n t  

o 11.5% is f a i r ,  j u s t ,  and  r e a s o n a b l e  i n  t h a t  it 

s ' l o u l d  p e r m i t  Aux ie r  t o  pay its o p e r a t i n g  expenses, 

i.lterest expenses ,  and p r o v i d e  a reasonable amount 

oi! s u r p l u s  f o r  e q u i t y  growth .  

~~ ~ 

( l ) $ 9 9 , 7 ? 2  x 11.5% = $11,474 + $2,867 = $14,341 
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(3) Tha t  l h e  rates proposed  by Auxie r  and set out i n  

t h e  Nrtice s h o u l d  be denied i n  t h a t  t h e y  will 

produce  a n n u a l  r e v e n u e s  i n  excess of t h o s e  found 

reaso-,able h e r e i n .  

( 4 )  T h a t  ;his O r d e r  a p p r o v e s  and  i n c l u d e s  t h e  p u r c h a s e d  

gas a d j u s t m e n t  se t  o u t  i n  C a s e  N o .  6529-T. More- 

over. all p u r c h a s e d  gas a d j u s t m e n t s  approved  by 

t h e  Commission s u b s e q u e n t  t o  t h e  end  of t h e  tes t  

p e r i c d  have  been  i n c l u d e d  i n  t h e  g a s  s e r v i c e  rates 

set c u t  i n  Appendix "A". 

IT IS THEQEFORE ORDERED: 

(1) Tha t  t h e  s c h e d u l e  of ra tes  set  f o r t h  i n  Appendix "A" 

are f a i r ,  j u s t ,  m d  r e a s o n a b l e  f o r  gas s e r v i c e  r e n d e r e d  by  Auxier  

Road Gas Company, Inc., on and a f t e r  March 1, 1980. 

(2) That  t h e  rates proposed by Auxier Road G a s  Company, Inc., 

and set o u t  i n  l h e  A p p l i c a t i o n , i n s o f a r  as they d i f f e r  from t h o s e  

in Appendix "A", b e  and are h e r e b y  d e n i e d .  

(3) Tha- Auxier R o a d  G a s  Company, Inc., fila w i t h  this Com- 

m i s s i o n  within ,hirty (30) days from t h e  date  of t h i s  O r d e r  i t s  

r e v i s e d  t a r i f f  3 h e e t s  s e t t i n g  o u t  t h e  rates approved  h e r e i n .  

Done at F r a n k f o r t ,  Kentucky,  t h i s  t h e  28th day of February, 1980. 

ULATORY COMMISSION EmRGy,ptEF A 

ATTEST: 

Secretary 



APPEND I X "A" 

APPEN?iIX TO AN ORDER OF THE ENERGY REGULATORY 
CQMIIItSION I N  CASE NO. 7521 DATED FEBRUARY 28 ,  1980. 

The fol1ow:ng rates are p r e s c r i b e d  for t h e  cus tomers  i n  

t h e  area s e r v e d  b: Auxier  Road Gas Company. All o t h e r  rates 

and charges not s l t e c i f i c a l l y  ment ioned h e r e i n  s h a l l  remain t h e  

same a s  t h o s e  i n  ( f f e c t  under a u t h o r i t y  of t h e  Commission prior 

to  the date of t h . s  O r d e r .  

Rates: Monthly 

First 1 HCF pe:. Month 

A l l  O v e r  1 MCF pe-. Month 

Minimum B i l l  $ 5 . 0 0  

$5.00  per MCF 

4 . 2 5  per MCF 

The minimuri b i l l  of $5 .00  e n t i t l e s  t h e  u s e r  to  o n e  MCF or 

less of gas per mrmth. 


